form and since the bulk of economic activity in the District s accounted for by the states of Arkansas, Kentucky, Missouñ and Tennessee, references to the Eighth Federat Reserve District in this article include data from just these tour states. The Districts unemp loyment rate is a weighted average of state unemployment rates in which the weight foreach state is the ratio of the states labor force to the total (District) labor force. 2 See Szymczak (1984) , Wagman (1984) , Luecke (1984 ), Flaum (1984 and Ellis (1984) .
District and the nation. With one exception, the two unemployment rates appear to track one another quite closely. Before 1979, the Districts unemployment rate rose and fell in tandem with the national average though the District rate was lower. Beginning in 1979, however, the Districts unemployment rate rose sharply relative to the nation's. Within one year, the unemployment rate in the Eighth District had risen above the national average. The sharp acceleration in District unemployment ceased in 1980 and has been tracking the national average since then, although at a higher level. The purpose of this article is to analyze this apparent shift in local area unemployment rates. Table 1 compares the average quarterly differences between the unemployment rate in each District state and the national average before~md after the fourth quarter of 1978. The unemployment rates in Kentucky, Missouri, Tennessee and the District as a whole are significantly below the national average during the earlier period, while Arkansas unemployment rate does not differ significantly from the national average.
THE S•H.•.tI.~'T.iS NC)T DUE TO (.~H.A..NCE
As can be seen from the table, these relationships changed substantially in the more recent period. Unemployment rates in Arkansas, Kentucky, Tennessee, as well as in the District, are significantly greater than The change is significant in a statistical sense (t = 9.42).
FEDERAL RESERVE BANK or ST. LOWS SOME COM.MO.N EXPLA.N.ivn.ONS
A number of explanations for the apparent shift in these relationships have been advanced. In most cases, analysts attribute the change to structural shifts in the national economy that have had large adverse consequences on particular states. Some believe that various geographic areas are not attracting an adeq uate share of new capital investment spending. 5
Others believe the structural shift is the result of the international competitive situation as well as changes in federal fiscal policies and tax strategies.'6 Still others attribute it to the shifting structure of the United States toward a service economy" or to employment-migration interactions.'~Each of these maladies" suggests a particular cure, most of which cany substantial price tags. 8 ANE) SOME PLJZ 4 ZLES There are problems with these explanations, however. First, the shift is not apparent in other indicators of local area economic activity. For example, the relationship between the growth rates of total (and payroll) employment at the District and national levels show no break in the late 1970s. This is true of other indicators as well, such as the growth rates in District personal income, the value of total building and mortgage loans relative to national growth rates.°A structural shift of the magnitude necessaty to raise the average District unemployment rate by almost 2 percentage points relative to the national average would surely have been reflected in other indicators of relative economic performance.
Second, a structural change presumab'y would precipitate real wage adjustments and shifts in the geographic distribution ofthe labor force that would mitigate such unemployment discrepancies after a time. While real wages may be sticky in the short run, there is no reason for this stickiness to persist in the longer run. Real wage rates eventually will adjust) and labor SeeSzymczak (1984) and Wagman (1984) . Luecke (1984) . SeeKester (1984a) and (1 984b), Greenwood and Hunt (1984) , Flaum (1984) and Ellis (1984) . 8 An exception is Clarkson and Meiners (1977, 1979) who have argued that the norease in the U.S. unemployment rate that occurred during the 1 970s can be attributed to work registration requirements imposed on welfare recipients. If welfare recipients are heavily concentrated in some states, this insfitutional change may have relevant imphoations for the problem discussed here. See, as weD, 01 (1979) and Supel (1977) . &See Santoni (1983) . Significantly different from zero at the 5 percent level (two-tailed tesi).
will migrate to other geographic areas in which economic activity is more brisk. Both of these factors cause local area unemployment rates to adjust toward the national average as time passes.'°O ne implication of this argument is that, over time, the difference between local and national unemployment rates should shrink. The data plotted in chart 1, however, do not appear to support this implication. In fact, after the shift, the difference between the District and U.S. unemployment rates increased as time passed. This can be shown by splitting the period 1/ 1979-1111984 in half arid comparing the average difference between the U.S. and District unemployment rates in the two subperiods. The mean difference during the first half was -.152, while in the second half it was -.968. Thus, instead of shrinking, the difference lG~fcourse, some difference between the unemployment rate in a particular local area and the national average may persist for a considerable period of time due to differences in the age (experience) mix of the population, for example, or differences in the structure of the labor market (extent of unionization) and industrial cornposiflon of the region increased, and this increase is statistically significant.hl
The same argument can be applied with equal force to the earlier period running from 111970-IV/1978. If the difference between the U.S. and District unemployment rates during this period was due to some structural advantage that the District possessed, the difference should have gradually shrunk as District wage rates rose and 'abor migrated into the District from other geographic areas. This did not occur. Rather, there was an abrupt change in the late 1970s, when the District unemployment rate jumped above the national average. A similar argument applies in the case of the 40 small states and the District of Columbia. The average unemployment rate for these states was significantly below the national average until 1979 when, like the Districts, it shot up relative to the national average.
liThe t-statistic is 3.72, which is significant at the 95 percent level.
AN ./½L1.'ERI%ATfl%'EEXPLAN.A1710.N
The hypothesis that the shift in the relationship between local and national unemployment rates is due to a ch&ige in the structure of the economy conflicts with other relevant data. The following analysis indicates that the 1979 shift in unemployment rates that occurred in the 40 small states and the District of Columbia was pmbably the result of a change in the method of estimating local area unemployment statis tics. In short, pre-and post-1978 local unemployment rates are not comparable. The sharp rise in these local area unemployment rates is simply a statistical artifact. The two methods of estimating unemployment are like a pair of shoes. Both shoes perform a similar task but it pays to remember which is which. The CPS develops monthly estimates of unemployment for the United States and 10 large states by surveying 60,000 households during a one-week period containing the izth day of the month. The week runs from Sunday through Saturday.1 3
ES~.irfl.atIeI c~n!,ian,nentStatistics
The Handbook Method used by 40 states and the District of Columbia draws heavily on data from the unemployment insurance system for covered employment. An estimate of unemployment among workers who are not covered by unemployment insurance is added to this. This estimate of unemployment among uncovered workers is based primarily on historical national data and is referred to as a synthetic" estimate by the Department of Labor.' 4
Prior to January 1978, all 50 states and the District of Columbia used the Handbook Method to estimate statewide unemployment rates, while the U.S. unemployment rate was estimated by the CPS. Since different estimating techniques were used, it is not surprising that observed statewide unemployment rates diverge from the U.S. average" during this period.' 5
The Distribution prior to 1978, laws regarding eligihility for unemployment insurance differed across states. As a result, some states counted people as unemployed who would not be counted as such h~other states. This meant that estimates of the unemployment rate were not strictly comparable across states.
The pwblem of noncomparable unemployment estimates became troublesome in the 1970s, when federal agencies began using these estimates to determine a states eligibility for benefits under various federal pwgramsY These programs include the Comprehensive Employment and Training Act, Public Works and Economic Development Act, Urban Develõ pment Action Grant Program, the Labor Surplus Area designation, the Job Training Partnership Act and the Intergovernmental Anti-Recession Assistance Act of 1977. Table 2 lists the amounts appropriated for these programs in various years. The amounts are substantial, so it is not surprising that the noncomparability of state unemployment data became a matter of concern. (1982), pp. 10 and 31. 
19J$ Department of Labor

The 19••~SPr,~Q 1T
he pmblem of comparability prompted the Department of Labor to revise the method used to generate estimates of unemployment for the various states. In Januazy 1978, the 10 largest states dropped the Handbook Method entirely and began using monthly CPS data to estimate unemployment rates. In the remaining 40 states and the District of Columbia, where it was felt that the size of the sample would not support the direct use of the Cl'S estimates, a modified form of the Handbook estimating technique was applied.17 This modification requires the state to multiply its Handbook estimate of the unemployment rate by a ratio of the six-month moving average of the CPS estim ate to the corresponding moving average of the Handbook estimate (see appendix on page 14 for detail).
Since this change in estimating technique shifted the estimated level of unemployment for any given state, the official state unemployment estimates were revised backward in time. This had the effect of splicing the new official series with the old series at a point prior to 1978. Had this not been done, the official state series would have shown a sharp break in 1978.
hue Ellen a; the laisian
The purpose of the 1978 revision was to make estimates of unemployment rates more comparable across states. According to the Department of Labor, the revision accomplished this by making state estimates conform more closely to the CPS estimate, the method of estimating unemployment at the national level. This was clearly the case for the 10 large states that began using CI'S estimates directly. Though less obvious, it may also be true for the 40 smaller states and the District of Columbia. Under certain assumptions, the official monthly unemployment estimates collapse to the monthly CPS estimate for these smaller states. This is true even if the monthly Handbook estimate is upward-or downward-biased relative to the monthly CPS estimate (see appendix).
If, for example~the Handbook Method produces an estimate of a states unemployment rate that is consistently 10 percent less than the CPS estimate for the state, this revision in the estimating technique has the effect of raising the official state estimate of the unemployment rate by 10 percent. The reverse is true if the Handbook estimate is consistently higher than the CPS estimate by some constant proportion, it is even possible for the revision to cause estimates of unemployment across all states to rise or fall relative to the national average.' This is true because the method of estimating unemployment at the national level is not an average of state estimates.
Sonic .Irnpiicatknw q/the .1978 Rei>ision
The revision caused the official unemployment rate estimates for the 40 small states and the District of Columbia to rise on average relative to the national rate. This can be shown by examining state Handbook estimates of unemploymentls By definition, Handbook estimates of unemployment at the state level are the same as official estimates of unemployment for data prior to 1978. After 1978, official estimates may diverge from the Handbook estimates by the adjustment factor. It has been shown earlier that official state estimates rose significantly relative to the national rate after 1978. If, however) the relationship between the Handbook estimates kmd the national estimate did not change after 1978, while official state estimates rose relative to Handbook estimates, the case that the shift in the relationship between official state~mdnational unemployment rates was due to the reporting change~and not to a structural change in the economy) is quite strong.
The .Hundbook &thnates
Chart 3 is identical to chart 1 except that it includes a plot of the Handbook estimate of the average unemployment rate for the states in the Eighth Federal Reserve District (HR District). The official estimate of unemployment for the District (labeled District) and the Handbook estimate are virtually identical up to 1977. After 1977, the two estimates diverge with the official estimate rising sharply relative to the U.S. average. The Handbook estimate, however, shows no sharp break at this time. Rather, it remains below the U.S. average and, in 1981, appears to fall slightly relattve to the national unemployment rate.
Notice that the official and Handbook unemployment estimates begin to diverge in 1977 even though the reporting change did not occur until Januaiy 1978. Recall, however, that the official unemployment series for individual states were revised backward. This eliminated a sharp break in the series that would have occurred in 1978. The data plotted in charts 3 and 4 indicate that, when the same technique of estimating unemployment is applied) the shift in the unemployment series in both the District and other small states relative to the U.S. average vanishes, These data suggest that official estimates of state unemployment produce misleading evidence on changes in the relative severity of the unemployment problem in the late 1970s and early 1980s. the same estimating technique across the whole period, suggests some improvement in the average unemployment rate in the small states relative to the U.S. rate. This was examined by splitting the period P1975-1111984 in half and comparing the average differences between the U.S. and Handbook unemployment estimates in the two subperiods. The data presented in Many observers have attributed the increase to vailous structural changes in the national economy that have had large adverse consequences for particular states. This article shows that the upward shift in the official estimates of the unemployment rate for the 40 small states and the District of Columbia was due instead to a change in the method of estimating local area unemployment. In short, pre-and post-1978 official estimates of local area unemployment rates are not comparable. When a consistent method of estimating local area unemployment rates is applied over the entire period, the resulting series shows no break in 1978. Under certain assumptions, the official unemployment estimate collapses to the CPS estimate for these small states. Suppose for state i, UHB~is related to UU), = atJHB{t), = UCPS(t),
BEFERENCES
The expected value of the official estimate for state i is = aE(UHB} = E(UCPS), and its variance is
Var(U)~= uṼar(UHI3)
'See Wonnacott and Worinacott (1977) , pp. 127~-3O.
